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INTRODUCTION 


Last July the National Council of Welfare published Giving and 
Taking: The May 1985 Budget and the Poor. The report explained the 
effects of the federal Budget's proposed changes to elderly and child 
benefits and to sales and income taxes on low, middle and upper-income 


families and individuals. 


The February 1986 Budget announced additional changes to taxes 
and child benefits. To properly assess the impact of these measures, we 


must look at how they combine with those from the previous Budget. 


This background paper analyzes the effect of the 1985 and 1986 
Budgets on the disposable income of Canadians at different income levels, 
with emphasis on those below the poverty line. By ‘disposable income' we 
mean income from earnings, family allowances and sales and child tax 
credits less federal and provincial income taxes, Canada/Quebec Pension 
Plan contributions and unemployment insurance premiums. (‘Income after 


taxes' and 'net income’ are other terms for the same concept.) 


Before turning to the findings, we briefly review the various 


changes made to taxes and child benefits in the last two Budgets. 


CHANGES TO TAXES AND TRANSFERS 


ae income taxes 


The May 1985 Budget eliminated the federal tax reduction, a form 
of tax relief for lower and middle-income taxpayers which would have paid 
up to $50 per individual and $100 per family this year. It shifted the 
personal income tax system from full to partial indexation: Starting in 
1986, personal exemptions (the basic personal exemption, married or 
equivalent exemption and age exemption) and tax brackets (the blocks of 
income that are taxed at progressively higher rates, ranging this tax year 
from 6 percent of the first $1,308 of taxable income to 34 percent of 
taxable income over $15,565) are being indexed only by the amount that 
inflation exceeds 3 percent a year. The Budget introduced a $500,000 
lifetime exemption on capital gains and raised the tax deduction limits for 
contributions to private pension plans and Registered Retirement Savings 
Plans: In both cases, increases are to be phased in over the next several 
years and will not take full effect until 1990. A surtax on high-income 
taxpayers was imposed from July 1985 to December 1986; the surtax takes 5 
percent of basic federal tax between $6,000 and $15,000 and 10 percent of 
basic federal tax over $15,000. 


The February 1986 Budget imposed a 3 percent surtax on basic 
federal tax for all taxpayers, rich and poor alike. The new tax comes into 
effect July 1, 1986. Unlike the high-income surtax, which expires the end 


of this year, the 3 percent general surtax would appear to be permanent.! 
b. sales and excise taxes 


The May 1985 Budget extended a one percentage point increase in 
federal sales tax rates that was to have ended on December 31, 1988 and 
raised them by another percentage point to 7 percent on construction 
materials and cable and pay television services, 14 percent for alcoholic 


beverages and tobacco, and 11 percent for other taxable goods. Certain 
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items, such as candy and confectionery and some health products, were made 
subject to federal sales tax. Excise taxes on cigarettes, alcohol, tobacco 


and motive fuels were increased. 


The February 1986 Budget raised the federal sales tax by another 
percentage point (to 8 percent, 15 percent and 12 percent, respectively for 
the categories listed in the previous paragraph) effective April 1, 1986. 
Excise taxes and duties on alcohol went up another 4 percent and on tobacco 


products by 6 percent as of February 27, 1986. 


ce refundable sales tax credit 


The 1986 Budget also introduced a welcome and important 
innovation in the form of a refundable sales tax credit worth $50 per adult 
and $25 per child for low-income Canadians. The maximum sales tax credit 
goes to those with net family income under $15,000 and is reduced by 5 
percent of net family income above $15,000. 


The first sales tax credits will be paid early in 1987, after 
taxfilers send in their 1986 tax returns. Some 4 million families and 
individuals will be eligible for the credit and close to 90 percent will 
get the maximum payment. The sales tax credit will cost the federal 
government an estimated $200 million in the 1986-87 fiscal year, $330 
million in 1987-88 and $360 million in 1990-91. (Ottawa will more than 
make up for these expenditures with the 3 percent surtax alone, which will 
collect an estimated $560 million in 1986-87, $1.05 billion in 1987-88 and 
$1.4 billion in 1990-91). 


Table 1 shows the refundable sales tax credit payable to families 
and individuals at different income levels. An eligible single Canadian 
gets up to $50 a year. A single parent with one child, for example, can 
get as much as $75. The maximum sales tax credit for a couple with two 
children is $150. The credit is reduced by 5 cents for every dollar above 
$15,000 and disappears past a certain point (e.g., $18,000 in net income 
for a couple with two children). 


Table 1 


Federal Sales Tax Credits, By Type and 
Size of Family, 1986 Taxation Year 


Couple: number of children under age 18 


Net Family Single 

Income! Person None One __Two Three Four 

$15 ,000 or: less | $ 50 $ 100 Siar) SeLoU a NEFA) $ 200 
16,000 0 50 Ips, 100 125 150 
17,000 0 0 vas) 50 es 100 
18 ,000 0 25 50 
19 ,000 0 0 0 0 0 

Single Parent: number of children under age 18 

Net Family 

Income One Two Three Four 

$15,000 or less SD $ 100 S725 Se 150 
16 ,000 PRS) 50 75 100 
17,000 0 0 25 50 
18,000 0 0 0 0 


1. Total family income less employment expense deductions, C/QPP contributions 
and unemployment insurance premiums, union dues, and allowable child care 
expenses. 
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Like the child tax credit, the sales tax credit calculates its 
benefits on the basis of net family income. 'Net family income' is total 
family income less employment expense deductions, Canada/Quebec Pension 
Plan contributions, unemployment insurance premiums, Registered Pension 
Plan and RRSP contributions, child care expenses eligible for the child 
care expenses deduction, union or professional association dues and 
allowable business investment losses. Most employed applicants eligible 
for the sales tax credit will only be able to deduct their C/QPP 
contributions, unemployment insurance premiums and, for union members, 
union dues; lower-income Canadians generally do not belong to private 
pension plans, contribute to RRSPs, claim child care expenses or incur 


business investment losses. 


Because of these deductions, the actual (gross) income levels for 
receipt of maximum and partial sales tax credits are somewhat higher than 
the net family incomes listed in Table 1 would indicate. Table 2 looks at 
two-earner couples, single parents and single persons. Childless couples 
with gross income up to $16,607 qualify for the maximum sales tax credit of 
$100 in the current tax year and a partial credit is payable to those with 
gross incomes in the $16,608 to $18,673 range. Thus all childless couples 
with incomes below the low-income line (an estimated $14,081 for a 
two-person family living in a metropolitan area) will receive the maximum 
sales tax credit of $100, and those with incomes up to $4,592 above the 


line qualify for a partial payment. 


A two-earner couple supporting one child on an income of $16,975 
or less will receive the maximum sales tax credit of $125 and partial 
payments are available up to $19,562; since the estimated poverty line is 
$18,836 for a three-person family living in a city of 500,000 or more, all 
low-income families of this type will get either a maximum or partial 
credit. However eligibility for partial benefits ends below the low-income 
line for two-earner couples with two or more children, and the gap between 
the cutoff point for the sales tax credit and the poverty line widens with 
increasing family size. The cutoff point for partial credits for a couple 
with four children, for instance, is $22,230, which is only 81 percent of 


the low-income line. 
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All low-income single parents with one child qualify for the full 
sales tax credit, worth $75 a year in their case. All low-income single 
parents with two children will receive a credit, and most will get the 
maximum amount of $100 ($50 for the adult, $25 for each child). For those 
supporting three children, eligibility for partial benefits ends at gross 
income of $19,824, which is 91 percent of the poverty line for a 


metropolitan center like Vancouver, Toronto or Montreal. 


The refundable sales tax credit will benefit all low-income 
single Canadians and many who are above the poverty line but still live on 
modest incomes. Table 2 shows that the income cutoff for the maximum sales 
tax credit of $50 is $16,134 in 1986, a level substantially above the 
estimated low-income line of $10,673 for a city of 500,000 or more. 
Eligibility for partial benefits ends at $17,156, which is $6,483 above the 
poverty line. 


The February 1986 Budget does not say whether or not the federal 
sales tax credit, and the $15,000 net family income limit for full 
benefits, will be indexed in some manner. (As explained below, the child 
tax credit will be indexed to the amount that inflation exceeds 3 percent a 
year). Without some form of inflation protection, fewer and fewer 
Canadians will qualify for the sales tax credit as the years go by and the 
real value of the credit will decline steadily. 


d. child benefits 


The May 1985 Budget announced a series of modifications to 
federal child benefits. From 1986 on, the family allowance will be indexed 
each year to the amount of inflation over 3 percent, no longer to the full 
increase in the cost of living. The child tax credit will be raised from 
its 1985 maximum payment of $384 per child to $454 for the 1986 tax year, 
$489 in 1987 and $524 in 1988; from 1989 on, the child tax credit will be 
limited to the same inflation-over-3 percent indexation factor as the 


family allowance. The ‘turnover point' (the level of net family income 


=e 


above which the child tax credit is reduced by 5 cents for every dollar) 
was lowered from $26,330 to $23,500 for the 1986 taxation year and 
thereafter will be indexed by the amount of inflation over 3 percent. The 
children's tax exemption will be reduced from its current amount of $710 
per child to $560 in the 1987 taxation year, $470 in 1988 and the amount of 
the family allowance starting in 1989. 


Giving and Taking: the May 1985 Budget and the Poor argued that, 


despite the increase in the child tax credit, many poor and all 
middle-income families with children will receive lower net child benefits 
as a result of the partial indexation of family allowances and the 
reduction in the children's tax exemption. The losses will mount with each 
passing year. After the various changes are fully phased in by 1990, all 
families - the poorest included - will get less than they would without the 
1985 Budget's changes because the federal child benefits system will fail 


to keep pace with inflation. 


The February 1986 Budget made a change in the payment schedule 
for the child tax credit. Since its inception in 1978, the child tax 
credit has been paid once a year. Eligible families have received their 
child tax credit after they filed their tax return, which means that the 
credit for the 1986 tax year normally would be delivered early in 1987. 
Beginning this year, however, families with incomes of $15,000 or less will 
get a pre-payment of their 1986 child tax credit of $300 per child in 
November and the rest ($154 per child this tax year) next year. Close to a 


million families will be eligible for the pre-payment. 


— OF 
THE IMPACT OF THE BUDGETS ON DISPOSABLE INCOME 


The graphs and tables that follow show the net effect of the 1985 
and 1986 Budgets together on the disposable income of families and 
individuals at different income levels. The analysis takes into account 
the following changes: the partial indexation of family allowances, the 
gradual increase in the child tax credit and the lowering and partial 
indexation of its turnover point, the gradual decrease in the children's 
tax exemption, the partial indexation of personal tax exemptions and tax 
brackets, the elimination of the federal income tax reduction, the raise in 
tax deduction limits for private pension plan and RRSP contributions, the 
imposition of federal surtaxes and the introduction of the refundable sales 
tax credit. We do not include the $500,000 lifetime capital gains 
exemption or the impact of increases in federal sales and excise taxes 
(which affect the cost of a number of goods and services but not the 
disposable income of families and individuals). All figures have been 
converted to constant (1986) dollars so that we can discern real changes in 
taxes, benefits and income. Other assumptions are given in the 


footnotes.2 


The analysis looks at Canadians who obtain most of their income 
from employment earnings. Families and individuals with earnings below the 
poverty line are ‘working poor', a group that makes up close to half of the 


low-income population. 


To assess the Budgets’ effects on very poor Canadians, we include 
families and individuals with no earnings. Almost alli of these people in 
fact would depend on provincial social assistance (welfare) for most of 
their income. This paper does not examine changes in welfare rates, which 
in any event are not directly affected by the federal Budgets. Keep in 
mind, then, that all figures for families and single persons with no 
earnings include only the federal sales tax credit and, for families, the 


child tax credit and family allowances. 
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ae two-earner couples (Tables 3 and 4, Figures A and B) 


Table 3 and Figures A and B chart the impact of the 1985 and 1986 
Budgets on the disposable income of two-earner couples with two children. 
For each year from 1986 through 1990, each family's disposable income 
before the two Budgets is substracted from its disposable income after the 
Budgets. In other words, we compare each family's after-tax income as it 
will be with what it would have been if the various measures in the last 


two federal Budgets had not been enacted. 


The last column in Table 3 gives the total change in disposable 
income over the next five years and expresses the amount as a percentage of 
family earnings over the same period. Among the earnings levels shown, the 
upper-middle income ($50,000) family experiences the largest loss in 
disposable income - $4,600 - over the five-year period. (We estimate that 
the average income for a couple with two children and employment earnings 
as its major source of income is $40,800 in 1986). Very poor families with 
incomes less than half the poverty line come out ahead by $758 but other 
low-income families lose substantial amounts of income. A two-earner 
couple supporting two children on earnings equal to three-quarters the 
estimated poverty line ($16,280) will lose over $1,200 while a family with 
combined spouses' earnings at the low-income line ($21,700) is behind by 
more than $2,100. A couple earning $25,000 loses $2,500 in disposable 


income. 


Note that the high-income couple with $100,000 loses only 
$2,182 - significantly less than middle-income families. In fact the 
family earning just $21,700 loses about the same amount of disposable 
income (close to $2,200) as the $100,000 family which earns five times as 


much. 


Measuring losses as a percentage of earnings, the families at 
$21,700, $25,000 and $30,000 are hardest hit: Their overall losses in 


disposable income amount to 2 percent of cumulative family earnings. The 
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average-income ($40,000) couple's total loss in disposable income comes to 
1.9 percent of total earnings. The $100,000 family's $2,182 loss 


represents a negligeable 0.4 percent of its earnings from 1986 to 1990. 


What explains these results? The 1985 and 1986 Budgets made a 
number of changes to taxes and child benefits, some of which increase 
disposable income, others the opposite. Table 4 disentangles these factors 


as they affect low-income couples with children. 


Let's look first at the two-earner family earning $10,850. This 
is a low wage by anyone's standard; it represents half the poverty line for 
a metropolitan area and little more than one-quarter of the average income 


for a couple with two children. 


In 1986 the family gets $23 less in family allowances than it 
would if the government had not chosen to partially index benefits. 
Because of the elimination of the federal tax reduction, the imposition of 
a 3 percent surtax and the partial indexation of the tax system, the couple 
moves above the federal taxpaying threshold and pays $35 more in federal 
and provincial taxes. The $23 loss in family allowances and $35 tax 


increase mean that the family loses $58 in disposable income in 1986. 


The same poor family gains $60 in child benefits in 1987 because 
the increase in its child tax credit is more than the loss in the family 
allowance. The couple pays $85 more in income taxes. However it now gets 
a refundable sales tax credit of $145 in respect of the 1986 taxation year. 
In the end, the couple is $120 ahead as a result of the two Budgets. 
(Remember that these figures have been converted to constant 1986 dollars 


to permit valid comparisons over time). 


The family is $52 ahead of the game in 1988. However starting in 
1989, its income tax increases more than offset its child benefit and sales 
tax credit gains. The poor couple's disposable income in 1989 is $48 less 
than it would be without the 1985 and 1986 Budgets, and the loss rises to 
$167 in 1990. The various gains and losses from 1986 through 1990 produce 


an overall $101 loss in disposable income for the five years. 
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Impact of 1985 and 1986 Budgets on Disposable Income, 
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The two-earner couple raising two children on earnings of $16,280 
(three-quarters the low-income line and less than half of average income) 
loses $1,248 in disposable income from 1986 through 1990. It receives a 
total of $211 more in child benefits from 1986 through 1990 thanks to the 
May 1985 Budget's decision to raise the child tax credit, which more than 
makes up for its loss in family allowances. The couple also benefits from 
the February 1986 Budget's introduction of a refundable sales tax credit, 
to the tune of $316 in total. However the income tax changes, which raise 
federal and provincial taxes by $1,776, counteract the family's child 
benefit and sales tax credit gains, so in the end it loses $1,248 in 


disposable income. 


The couple with earnings equal to the low-income line ($21,700) 
does not qualify for the refundable sales tax credit because its net income 
is too high. It pays $2,388 more in income taxes over the next five years 
and gains $211 in child benefits. As a result, the family loses a total of 
$2,177. 


The same factors explain the losses in disposable income for the 
other families shown in Table 3. However the increased taxes on middle and 
upper-income families are partially offset by tax savings due to increased 
deductions for private pension plan and RRSP contributions. Because tax 
deductions pay larger benefits to higher-income taxfilers, the $100,000 
couple in our example ends up losing relatively little disposable income 
over the five-year period. However its losses mount from 1988 on as tax 
increases from partial indexation and the 3 percent surtax exceed tax 


savings from higher pension savings deductions. 


b. one-earner couples (Tables 5 and 6, Figures C and D) 


The Budgets' impact on one-earner couples with two children is 
detailed in Tables 5 and 6 and Figures C and D. Among the families shown 
in Table 5, the family with earnings about the average ($40,000 in 1986) 
suffers the largest loss in disposable income - $4,644 from 1986 to 1990. 


The poorest families, who do not pay income tax, come. out $/58 ahead thanks 
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to child tax credit increases and the introduction of the refundable sales 
tax credit. At the other end of the income spectrum, the $100,000 family 
actually gains $517 in disposable income as a result of larger tax 

breaks from higher private pension and RRSP deduction limits. Working poor 
and middle-income families lose more in percentage terms than affluent 


families earning $80,000 and up. 


Table 6 breaks the figures down for low-income couples. Again, 
gains from the sales tax credit and higher child tax credit are gobbled up 
by increases in income taxes. A one-earner couple earning half the poverty 
line loses more than $900 in disposable income over the next five years. 
The losses total over $1,700 and $2,300 for families earning three-quarters 


and the full poverty line, respectively. 


ce single parents (Tables 7 and 8, Figures E and F) 


The picture is much the same for single parents. Only those at 
the bottom and top of the income ladder come out ahead as a result of the 
1985 and 1986 Budgets. As a percentage of earnings, the single parent 
supporting two children on $35,000 is hit hardest, its $3,280 loss 
amounting to 1.9 percent of earnings from 1986 through 1990. All working 
poor single parents lose disposable income. The one-parent family living 
on just $14,130 (three-quarters the low-income line) loses close to $1,000 
in disposable income, while the $80,000 family (a rarity among single 


parents, to be sure) gains $777. 


d. single persons (Tables 9 and 10, Figures G and H) 


Finally, Tables 9 and 10 and Figures G and H look at single 
Canadians. The very poor and the very affluent benefit from the two 
Budgets: Everyone else is worse off, including those below the poverty 
line. Losses in disposable income as a percentage of earnings are highest 
for single Canadians earning just $8,000 in 1986; their $679 loss in 


disposable income represents 1.7 percent of earnings from 1986 to 1990. 
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Figure C 
Impact of 1985 and 1986 Budgets on Disposable Income, 


‘cab One-Earner Couple With Two Children, 4986-41990 
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Figure D 
Change in Disposable Income as a Percentage of Earnings. | 
One-Earner Couple With Two Children, 1986-1990 
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Figure E 
Impact of 1985 and 1986 Budgets on Disposable Income, 
Single Parent With Two Children, 1986-1990 
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Figure F 
Change in Disposable Income as a Percentage of Earnings, 
Single Parent With Two Children, 41986~4990 
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Figure H 
Change in Disposable Income as a Percentage of Earnings, 
Single Canadians, 1986-1990 
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TRENDS IN DISPOSABLE INCOME AFTER THE TWO BUDGETS 


The previous section analyzed the effects of the 1985 and 1986 
Budgets by performing a 'before and after' comparison of child benefits, 
sales tax credits and income taxes and the disposable incomes that result. 
The tables that follow show real trends in disposable income after the two 


Budgets. Tables 11 to 14 give the results. 


Table 11 looks at two-earner couples with two children. The only 
family which has a higher real disposable income in 1990 than in 1986 is 
the one with no earnings, which benefits from the sales tax credit and 
increases in the child tax credit. The reader should be cautioned, 
however, that in reality this family could end up with a lower real 
disposable income. A family with no earnings normally would depend on 
provincial social assistance (welfare) for most of its income, so its 
actual income over the next five years will hinge more on changes in social 
assistance benefits than on federal child benefits and sales tax credits. 
Most provinces do not index their welfare benefits which, as a result, 
often lag behind the cost of living. If, on the other hand, a province 
were to raise its social assistance rates above inflation, the family's 
actual disposable income could increase. If welfare recipients are to 
benefit from the new federal sales tax credit, it is important that the 
provincial governments not deduct this additional income from social 


assistance payments. 


The other families see their disposable income decline, in most 
cases steadily from 1986 on. The couples earning one-half and 
three-quarters the low-income line enjoy an increase from 1986 to 1987 
thanks to the refundable sales tax credit (which is first received in 1987) 
and the boost to the child tax credit. After 1987, however, their real 


disposable incomes decline as well. 


ae 


The last column on Table 11 compares real disposable income in 
1990 with 1986. The percentage losses are not large. Middle-income 
families in the $30,000 to $40,000 range lose about 5 percent. The 
low-income couple earning just $16,280 gets 3.6 percent less in 1990 than 
1986, whereas the $100,000 family loses only 3.1 percent. All things being 
equal, though, disposable incomes will continue their downward trend after 
1990 due to the partial indexation of child benefits and the income tax 


system. 


The trends are the same for one-earner couples, one-parent 
families and single Canadians. Tables 12 to 14 present the results. All 
but the poorest experience a modest but generally steady decline in their 
disposable income over the next five years. The reason is income tax 
increases, which offset any gains they may realize from improvements to 


child benefits and the introduction of the federal sales tax credit. 
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THE EFFECTS OF FEDERAL SALES TAX CHANGES 


Both Budgets announced increases in federal sales and excise 
taxes, which in turn are passed on to consumers in the form of price 
increases. To ease the burden of these indirect taxes on low-income 
consumers, the February 1986 Budget introduced a refundable sales tax 


credit. 


Sales and excise taxes are regressive, which means that they put 
their heaviest burden on the poor and take least in proportional terms from 
the rich. The new refundable sales tax credit, by contrast, is designed 


to help low-income Canadians only. 


Table 15 estimates the effects of the sales and excise tax 
changes contained in the 1985 and 1986 Budgets on couples with two 
children. Table 16 looks at single mothers with two children. The 
estimates are for 1986 and include the refundable sales tax credit for the 


1986 taxation year.? 


The sales and excise tax changes cost couples with two children 
and $10,000 earnings an estimated $170 in 1986. As family earnings 
increase, so too does the cost of the tax changes since consumer 
expenditures rise with income. As a percentage of family earnings, 
however, the consumption tax increases hit the poorest families most and 
the affluent least. The figures range from 1.7 percent for the $10,000 
couple to 0.9 percent for the $100,000 family. Table 15 gives the 


results. 


The $10,000 and $15,000 families qualify for a $150 refundable 
sales tax credit in respect of the 1986 taxation year. This form of tax 
relief reduces their sales tax burden considerably, though it does not 
fully offset the cost of the consumption tax changes. As a result, the net 
cost to the $10,000 family is only $20 or 0.2 percent of earnings and the 


$15,000 family pays $65 more or 0.4 percent of its earnings. However the 


- 33- 


$20,000 couple with two children - which earns below the estimated poverty 
line for a large city ($21,700) - still bears the highest sales tax burden 


because it does not qualify for the refundable sales tax credit. 


Table 16 estimates the impact of the last two Budgets" sales and 
excise tax measures on single mothers with two children. Most one-parent 
families fall in the low to modest earnings range shown. The refundable 
sales tax credit eases the burden of sales and excise tax changes on the 
low-income single mothers. However those earning $20,000 (which is not 
that much above the estimated poverty line of $18,840 for a metropolitan 
center) do not qualify for a sales tax credit and so end up paying over 
$200 more this year in higher prices as a result of the two Budgets’ 


changes to the federal sales and excise taxes. 
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THE EFFECTS OF THE TWO SURTAXES 


The 1985 Budget imposed a surtax on higher-income taxpayers. The 
surtax is 5 percent of basic federal tax from $6,000 to $15,000 and 10 
percent of basic federal tax above $15,000 and is in effect from July 1985 
to December 1986. One-earner couples with two children, for instance, are 
subject to the 5 percent surtax if their family earnings in 1986 exceed 


$43,300, while those above $76,300 also pay the 10 percent surtax. 


The 1986 Budget added another surtax of 3 percent of basic 
federal tax, effective July 1, 1986. This surtax affects all taxpayers, 
regardless of income, and contributes to the mounting income tax burden 
discussed earlier. The 3 percent surtax will collect substantial amounts 
of revenue — $560 million in 1986-87, $1.05 billion in 1987-88 and an 
estimated $1.4 billion in 1990-91. 


Tables 17 to 20 show how much surtax families and individuals at 
different income levels will pay and how much they would pay if the 
high-income surtax had been extended instead of imposing a general 3 
percent surtax. Because both surtaxes are in effect in 1986, we look at 
1987 when only the 3 percent surtax applies in order to make a clear 
comparison. The 3 percent surtax is the actual measure and the high-income 


surtax is the option. 


The 3 percent surtax affects all but the poorest two-earner 
couples with two children (since they are below the tax-paying threshold) 
listed on Table 17. If, instead, the Minister of Finance had decided to 
extend the high-income surtax rather than collect more from all taxpayers, 
all but the $80,000 and $100,000 couples would have been exempt. However 
even the upper-income two-earner couples will pay more to the 3 percent 


surtax than they would to a high-income surtax. 
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This is not the case, however, for high-income one-earner 
couples, single parents and single Canadians. Tables 18 to 20 show that 
they are better off under the existing system than if the high-income 
surtax were extended instead. For example, a one-earner couple earning 
$100,000 in 1987 will pay $651 in 3 percent surtax but would pay $1,121 to 
a high-income surtax. A single person earning $100,000 will pay $693 in 3 


percent surtax but would owe $1,260 in high-income surtax - a difference of 
$567. 


The reason for the difference between upper-income two-earner 
couples and the other types of family at the same affluent income level is 
that each spouse in the two-earner family earns less than the sole earner 
in the other households. The high-income surtax's bite increases as 
earnings (and thus basic federal tax) rise and it costs well-off taxpayers 


more than the 3 percent surtax. 
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Table 17 


Federal Surtaxes, Two-Earner Couple With 


Two Children, by Earnings and Option, 1987 


Actual Three Optional High- Actual Less 

Family Earnings Percent Surtax Income Surtax Optional 
$10,000 $2 <0 5 a0 2 
15,000 TNS, 0 1g 
20 ,000 40 0 40 
25,000 66 0 66 
30,000 92 0 ee 
35,000 120 0 120 
40,000 149 0 149 
50 ,000 198 0 198 
80,000 388 156 232 


100,000 530 342 188 
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Table 18 


Federal Surtaxes, One-Earner Couple With 


Two Children, by Earnings and Option, 1987 


Actual Three Optional High- Actual Less 

Family Earnings Percent Surtax Income Surtax Optional 
$10,000 $ 1 Se =O $ 1 
15,000 24 0 24 
20 ,000 50 0 50 
25,000 78 0 78 
30,000 109 0 109 
35,000 ar 0 a2s7. 
40,000 LOL 0 161 
50,000 230 84 147 
80 ,000 463 493 =—= 50 


100,000 651 Tarot ~ 470 


_840 .— 


Table 19 


Federal Surtaxes, Single Parent With 
Two Children, by Earnings and Option, 1987 


Actual Three Optional High- Actual Less 

Family Earnings Percent Surtax Income Surtax Optional 
$10,000 $ 5 $ 0 3 3) 
15,000 27 0 oa 
20,000 54 0 54 
25,000 82 0 82 
30,000 ETS 0 pS 

35 ,000 St 0 131 
40,000 165 0 165 

50 ,000 235 a2 143 


80 ,000 468 510 - 42 
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Table 20 


Federal Surtaxes, Single Canadians, 


By Earnings and Option, 1987 


Actual Three Optional High- Actual Less 
Earnings Percent Surtax Income Surtax Optional 
$10,000 see 7G) eee) Se 
15,000 46 0 46 
20,000 74 0 74 
25 ,000 103 0 103 
30 ,000 138 0 138 
35,000 157 0 157 
40,000 Tro2 iss) 173 
50,000 267 144 £23 
80 ,000 503 | 628 =e 


100 ,000 693 E260 es] Oe) 
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TRENDS IN TAX REVENUES 


Table 21 and Figures I and J show trends in federal tax revenues 
from 1961 to 1990 according to the type of tax. All figures have been 
converted to 1986 dollars in order to show real trends. Table 22 gives the 


amounts in actual (i-e., not adjusted for inflation) dollars. 


This fiscal year, Ottawa will collect an estimated $81.6 billion 
from its various taxes. Personal income taxes will contribute $37.7 
billion or 46.2 percent of the total, followed by federal sales and excise 
taxes ($18.9 billion or 23.2 percent), other taxes such as unemployment 
insurance premiums and energy taxes ($13.3 billion or 16.3 percent) and 


corporate income tax ($11.7 billion or 14.3 percent of total tax revenue). 


The most striking trend is the increasing reliance on personal 
income taxes. In 1961-62, Ottawa gathered 34 percent of its total tax 
revenues through personal income tax. This year it will take 46.2 percent 
of tax revenues from this source and the percentage will increase steadily 
each year, reaching more than half (50.6 percent) of total tax revenue by 
1990-91. Personal income tax revenue will grow an estimated 37.6 percent 
in real terms from 1985-86 to 1990-91 (from $34.3 billion to $47.2 
billion). 


Corporate income taxes make up substantially less of the total 
tax take today than in the past. In 1961-62 corporate income taxes 
contributed 21.6 percent of all tax revenue but their share is only 14.3 
percent in 1986-87. The 1986 Budget forecasts that corporate income tax's 
share of total tax revenue will rise to 15.4 percent in 1990-91. Corporate 
tax revenue is expected to grow by 32.9 percent in real terms from 1985 to 
1990 ($10.9 billion to $14.4 billion). However Ottawa will continue to 
collect more than three times as much income tax from individuals as 


businesses. 
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Revenue from federal sales and excise taxes will rise by a 
projected 23./ percent in real terms from 1985-86 to 1990-91. Their share 
of total tax revenue will remain around 22 percent. Other taxes' value and 


share will decline substantially by 1990-91 due to changes in energy 


taxes. 


The numerous measures taken since November 1984, mostly in the 
May 1985 and February 1986 Budgets, will significantly raise tax revenue 
and cut government spending. The Finance Minister forecasts federal tax 
revenue increases of $3.4 billion and net expenditure reductions totalling 
$6.8 billion in 1986-87, producing a net gain of $10.2 billion. By 
1990-91 the various changes will bring in $8 billion more in federal taxes 
and cut $18.7 billion from federal spending, for a net saving of $26.7 
billion. 
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Figure I 
Federal Tax Revenue, by Source, 1961-62 


sales and excise tax (36.5%) 


other taxes 


corporate income tax 
(21.6%) 


personal income tax 
(34.0%) 


Figure J 
Federal Tax Revenue, by Source, 1990-91 


sales and excise tax (22.4%) 


corporate income tax és NGOS > 
(15. 4%) ASS SONG other taxes 
5 ‘ (44.6%) 
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personal income tax (50.6%) 
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CONCLUSION 


The May 1985 Budget's increases to the child tax credit and the 
February 1986 Budget's introduction of a refundable sales tax credit will 
provide modest but welcome supplements to the incomes of poor Canadians. 
However the Budgets' other changes to child benefits and taxes discussed in 
this paper - the partial indexation of personal tax exemptions and brackets 
as well as child benefits, the elimination of the federal tax reduction, 
the imposition of a 3 percent surtax on all taxpayers, increases in federal 
sales taxes - will gobble up the gains from the child and sales tax 
credits, leaving working poor families and individuals worse off in the 
end. All Canadians but those at the bottom and top of the income ladder 


will lose disposable income as a result. 
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FOOTNOTES 


The February 1986 Budget put no time limit on the 3 percent surtax and 
provided revenue estimates for the measure for 1990-1991. 


Calculations were made using a tax/transfer microsimulation model. The 
following assumptions are used: Earnings increase by inflation which, 
using 1986 Budget forecasts, is 4.3 percent in 1986 and 3.6 percent 
each year from 1987 through 1990. In the two-earner families, one 
spouse earns one-third and the other spouse two-thirds of family 
earnings. Where applicable, taxfilers claim the personal exemption, 
married or equivalent exemption, children's exemption, employment 
expense deduction, and deductions for C/QPP contributions and 
unemployment insurance premiums. Taxfilers with 1986 earnings above 
$29,444 pay 7 percent of their earnings to an RPP; those above $49,994 
also contribute to an RRSP. Tax deduction limits for RPP and RRSP 
contributions are as set out in the 1985 Budget and subsequently 
amended (in 1986, there is no limit on RPP deductions but the old limit 
on RRSP deductions still applies; from 1987 on we follow the schedule 
of contribution deduction increases in the 1985 Budget). Unless 
otherwise indicated, child tax credits and sales tax credits are for 
the year received, not the taxation year; however we count the November 
prepayment of the child tax credit (for families under $15,000) in the 
following calendar year when the rest of the credit is paid. 
Provincial taxes are averages of basic federal tax as follows: 48 
percent in 1986, 49 percent in 1987 and 50 percent from 1988 to 1990. 
No provincial surtaxes or credits are assumed. Poverty line estimates 
are by the National Council of Welfare applying Finance Department 
inflation projections to Statistics Canada's low income cut-offs for 
metropolitan areas (500,000 or more residents). The estimates (rounded 
off in the text, tables and graphs) are $10,673 for one person, $14,081 
for two, $18,836 for three, $21,705 for four, $25,294 for five. 


Estimates of federal sales tax increases were prepared for the National 
Council of Welfare by Richard Shillington, a consulting statistician. 
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NATIONAL COUNCIL OF WELFARE 


The National Council of Welfare was established by the Government 
Organization Act, 1969 as a citizens' advisory body to the Minister of 
National Health and Welfare. Its mandate is to advise the Minister on 
matters pertaining to welfare. 


The Council consists of 21 members, drawn from across Canada and 
appointed by the Governor-in-Council. All are private citizens and serve 
in their personal capacities rather than as representatives of 
organizations or agencies. The membership of the Council includes past and 
present welfare recipients, public housing tenants and other low-income 
citizens, as well as lawyers, professors, social workers and others 
involved in voluntary service associations, private welfare agencies, and 
social work education. 


Reports by the National Council of Welfare have dealt with a wide 
range of issues on poverty and social policy in Canada, including: income 
security, medicare, poverty lines and poverty statistics, pension reforn, 
the aged, taxation, the working poor, children in poverty, community 
economic development, women and poverty, employment policy, single-parent 
families, social services, nutrition, community organizing, child welfare, 
poor people's groups, legal aid/legal services, low-income consumers, and 
poverty coverage in the press. 
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